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German Inflation Accounting *
By Henry W. Sweeney
INTRODUCTION

In the March, 1927, issue of The Journal of Accountancy
appeared an article entitled Effects of Inflation on German Ac
counting by the present writer. That article explained the rapid
increase in monetary inflation during the post-bellum years in
Germany and showed in detail the highly undesirable effects of
such inflation upon the accuracy and value of accounting results
obtained by orthodox accounting methods such as those employed
in the United States today.
These undesirable effects may be summarized as follows:
1. The book figures became dissimilar with respect to the
value equivalent of the unit in which they were expressed. A
monetary amount of one month could not be properly compared
with an amount in another month because the valuation unit in
which the amounts were expressed, namely, the mark, was gener
ally worth very much less in the later month. A debt or an
expense of 1,000 marks in August, 1923 (to use an extreme illus
tration), represented one million times as much gold value as
the same sum in December of the same year.
This first effect is probably the basic cause of all the succeeding
ones in a period of monetary inflation.
2. Calculations of profit and loss became incorrect. Costs and
expenses expressed in marks could not be deducted from income
expressed in marks if true profit or loss was to be ascertained.
The income was almost always much higher than the cost, but
usually not equivalent to as much gold value. Hence, false
profits appeared.
3. The real economic capital of the business was not main
tained. Computation of depreciation on the basis of original cost
per books was one main cause. The result was that the amounts
reserved, although nominally equal to the respective asset costs at
replacement dates, represented mere minor fractions of the pur
chasing powers of the amounts originally invested.

* Note.—The writer desires to acknowledge his indebtedness to Dr. Walter Mahlberg, Pro
fessor der Betriebswirtschaftslehre at the University of Freiburg in Breisgau, and to Dr. Berthold
Hahnebach, formerly with the Dresdner Bank of Essen, now with Patterson & Ridgway, who
have kindly given the benefit of their criticism.
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4. The accounting statements became inaccurate and mislead
ing. Balance-sheets and income statements based on the book
figures that resulted from orthodox accounting methods became
wrong and often ridiculous.
5. The net worth of each business entangled in the maelstrom
of gyrating prices, false profits and feverish consumption of
capital tended to decrease—at least, as far as value equivalence
was concerned.
6. Dividends tended to be paid from capital inasmuch as they
were based on false book profits in most cases.
7.
Income taxes likewise tended to be paid from capital.
In consequence of the preceding harmful effects of monetary
inflation upon accounting, complete revision of accounting meth
ods was requisite to business control and economic well-being.
The orthodox methods led only to inaccuracy and often to ruin.
Various remedial methods were devised and used. Description
of the method that seems of most practical promise to accountants
in the United States and was most commonly used in Germany
toward the close of the inflation period forms the main subject
matter of this article. This method was known as “balancesheet stabilization” or “balance-sheet equalization.” Before it
is described, however, brief consideration may profitably be given
to a remedial method which is unsatisfactory under conditions of
monetary inflation, but which seems at first thought to be the best.
THE MOST OBVIOUS, BUT UNSATISFACTORY, REMEDIAL
ACCOUNTING METHOD

The determination of a suitable accounting method for use
under conditions like those faced by German business men and
accountants during the period of monetary depreciation is not an
easy matter. At first thought the solution seems easy, as the
writer learned by asking various accountants in the United States
what they would suggest for similar conditions. Usually they
immediately and confidently suggested that all transactions be
converted into some stable currency like the U. S. A. dollar or the
English pound sterling, so that the fluctuations to which the
paper mark was subject would be without effect. But this is
seen to be a mere superficial solution, for the following reasons:
First, it would have required more expense than necessary, for
each transaction would then have had to be converted into the
stable currency. The better practical German methods did not
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require conversion of the amount of each transaction in such
manner. Balance-sheet stabilization is an example.
Second, there would have been obtained results that almost
immediately afterwards would have become incorrect. If, for
instance, paper marks had been received in cash, they would have
been converted, according to the ready-made solution mentioned
above, into, say, their equivalent in dollars at the particular
instant or date to give the amount of cash to be entered. But
soon or immediately thereafter the rate between dollars and
marks would probably have changed. Then the equivalent in
dollars shown on the books would not have been representative
of the actual value of the cash on hand. One could not have
ascertained from the cash account what the actual cash in terms
of the stable money really was, when the rate had changed, with
out comparing the rate at date of entry with that at the date
when information about the amount of cash was desired.
If, on the other hand, as was usually done in practice, the actual
amount of paper marks received was entered in the cash account,
one could always ascertain later at least how many paper marks
were actually on hand. And although it was true that the equiva
lent of such cash was constantly varying, the dollar equivalent,
for instance, could nevertheless be more easily determined with
the mark amount entered than with a stable money amount
entered—because all that was then required was the dollar rate.
There was a corrective method that converted each paper mark
amount into a stable equivalent, as the ready-made solution re
ferred to proposes. This corrective method, however, showed
both the mark amount and the stable money amount so that the
actual value as of the entry date of a mark amount entered was
later determinable; and, nevertheless, the subsequent equivalent
of the mark amount could be easily ascertained by means of the
rate of exchange.
It must be remembered that paper marks could not be elimi
nated from the bookkeeping system altogether in most cases be
cause, first, being still legal tender, they could not be refused when
offered in payment of debts, and because, second, each business
was required by law
*
to prepare a balance-sheet at least once
annually and to express it in terms of the imperial mark (the
“paper mark”).
* Handelsgesetzbuch (May 10, 1897), paragraphs 39 and 40.
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BALANCE-SHEET STABILIZATION

1. The nature of this method
Balance-sheet stabilization, or equalization, was probably
among the simplest of all the remedial accounting methods de
vised in Germany during the inflation period. It yielded, never
theless, a correct balance-sheet and, if data regarding dividends
and any additional investments were available, enabled the cor
rect final net income figure for the period to be ascertained, al
though it did not give a correct detailed explanation of the causes
and kinds of such final net profit or loss. This method probably
promised the largest net benefit of all the corrective methods and
was the one most commonly adopted in practice.
The object of correcting or equalizing balance-sheet accounts
was to value all assets and liabilities, and hence net worth, on the
same real (not merely nominal) basis. As previously explained,
in Germany the monetary depreciation caused the mark to have
widely fluctuating relations to the gold mark, especially in the
several years preceding 1924. Entry of daily transactions in the
ordinary manner caused, therefore, the account contents to be on
widely varying bases of money value although the basis nominally
remained the same, viz., the paper mark. Balance-sheet stabili
zation consisted of study of the individual entries in balancesheet accounts with a view to placing them on the same real value
basis, whether this basis was the gold mark, the current paper
mark as of some date, or some foreign money.
The technique consisted of correcting the final book balance,
where necessary, to the equivalent stabilized balance. As such it
was similar to the ordinary procedure of adjusting mixed accounts.
Such correction was required at each new balance-sheet date
because further monetary depreciation always occurred after the
date of the previous equalized balance-sheet.
2. Superiority of stabilization in gold marks
Stabilization of balance-sheet accounts in terms of the gold
mark was probably the best of balance-sheet equalization methods.
It was the most commonly adopted by larger concerns. Such
endorsement was significant.
The main advantage of stabilization in gold marks was sim
plicity. Current transactions were entered in paper marks as
they occurred. Gold-mark correction was required only periodi
cally. The value unit, the gold mark, was the same as that so
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long in use before inflation temporarily displaced it; it was the one
to which most business men were accustomed. No one, on the
other hand, could become accustomed to a value of the paper
mark; it changed too rapidly.
Another advantage was that balance-sheets and figures for net
profit or loss stated in gold marks could be properly compared for
different periods. This could not be done without laborious re
calculation when paper marks were the medium for stabilization
because the paper-mark valuation units as of different dates rep
resented different real equivalents. A gold-mark balance-sheet
as of any date could correctly be compared with a gold-mark
balance-sheet as of any other date because the valuation unit, the
gold mark, remained the same. But a paper-mark balance-sheet
could in most cases not be properly compared with a similar
balance-sheet for the month previous.
A final advantage of the gold-mark method was that it required
much less labor and time to apply after the first equalized
balance-sheet had been constructed. This resulted from the fact
that when once the fixed assets and depreciation reserves had
been stabilized on a gold-mark basis, thereafter only subsequent
changes had to be similarly stabilized; whereas if the paper-mark
basis was used, all preceding entries in these accounts had to be
stabilized as of each balance-sheet date in terms of the new cur
rent paper-mark value.
The advantages mentioned will be more readily understood
when considered in conjunction with the following illustration of
gold-mark balance-sheet equalization.
3. Illustration of gold-mark balance-sheet stabilization*
In the following example depreciation of the value of the paper
mark during the year is assumed to continue until at the close of
the year this money, in terms of the gold mark, is worth one tenth
of its value at the beginning.
(a) Opening balance-sheet
Balance-sheet,
Land........................... . GM 100,000
Buildings....................
400,000
Machinery..................
300,000
Inventory...................
200,000
Accounts receivable. .
150,000
Notes receivable. . . .
45,000
Cash............................
5,000
1,200,000

January 1st
Capital stock.............. . GM 500,000
100,000
Surplus.........................
Undivided profits. . . .
20,000
Depreciation reserve..
80,000
100,000
Bonds payable............
200,000
Mortgages payable. ..
200,000
Accounts payable. . ..
1,200,000

* Adapted from Mahlberg’s Bilanztechnik und Bewertung bei schwankender Waehrung (3rd ed.
rev., 1923), Kapitel III.
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(b) Uncorrected final balance-sheet and profit-and-loss account
Transactions occurring during the year following the date of the
balance-sheet on the preceding page are assumed to be entered
in paper-mark amounts. The balance-sheet as of the end of the
year, assumed to be as follows, is, therefore, incorrect:
Balance-sheet,
Land........................... . BM 100,000
Buildings....................
460,000
400,000
Machinery..................
1,400,000
Inventory..................
1,240,000
Accounts receivable. .
160,000
Notes receivable ....
Cash............................
40,000

3,800,000

December 31st
Capital stock............. BM 1,000,000
200,000
Surplus.......................
500,000
Undivided profits . ..
Depreciation reserve.
110,000
200,000
Bonds payable..........
250,000
Mortgages payable. .
1,540,000
Accounts payable ...
3,800,000

The designation of the monetary units above as “BM ” means
“Book marks.” A book-mark total was one usually composed
of marks of various values.
The uncorrected profit-and-loss account is as follows:
Profit-and-loss account
Expenses...................... BM 355,000
Gross profit................. BM 900,000
Mortgage interest....
7,000
Bond interest...............
8,000
Bad debts.....................
20,000
Depreciation................
30,000
Net profit.....................
480,000

900,000

900,000

(c) Correction of the balance-sheet accounts on a gold-mark basis
Illustration will now be given of how typical balance-sheet
accounts should be equalized according to the method being
described.
No correction is required for the land account inasmuch as
there were no additions nor deductions during the year. The
gold-mark cost value of the land is the same at the close of the
year as at the beginning.
An increase of M 60,000 occurred in the buildings account, but
this is assumed to have taken place on January 4th, when there
was supposedly as yet no fluctuation in the value of money from
that existing on the first day of the year. The M 60,000 addition
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is, therefore, on the same valuation basis (the gold mark) as the
opening balance, so no correction is necessary.
Jan. 1st. Balance.................
Dec. 7th. Increase................

Machinery
300,000 Dec. 31st. Balance.............
100,000
Money-value loss
400,000

Jan. 1st. Balance.................

310,000

310,000
90,000
400,000

The increase in the machinery account is assumed to have taken
place when the value of money was one tenth of what it was on
January first. The gold-mark equivalent of the 100,000 paper
mark increase is, accordingly, only 10,000 gold marks. In order
to leave a gold-mark balance of the correct amount, GM 310,000,
a credit of 90,000 must be entered.
The uncorrected merchandise account (a type of mixed account
still frequently encountered in Germany) is assumed to be as
follows:
Merchandise
Jan. 1st. Inventory...........
200,000 Sales during the year......... 4,500,000
Purchases during the year.. 4,800,000 Dec. 31st. Inventory........... 1,400,000
Dec. 31st. Gross profit. ...
900,000
5,900,000
5,900,000

Jan. 1st. Inventory............. 1,400,000

The uncorrected paper-mark gross-profit figure of 900,000 was
transferred to the profit-and-loss account.
The corrected, stabilized merchandise account is as follows:
Merchandise
Jan. 1st. Inventory.............
200,000 Sales during the year......... 4,500,000
Purchases during the year.. 4,800,000 Dec. 31st. Inventory..........
140,000
Gross loss..........
360,000
5,000,000
5,000,000

Jan. 1st. Inventory............

140,000
Accounts receivable
Jan. 1st. Balance.................
150,000 Credits for cash, notes, etc.
Credit sales during the year 4,500,000
during the year............... 3,390,000
Dec. 31st. Bad debts........
20,000
Balance:
PM 1,240,000
124,000
Money-value loss 1,116,000
4,650,000
4,650,000
Jan. 1st. Balance
=
==
(PM 1,240,000)................
124,000
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The paper-mark final balance is 1,240,000, which is the sum of
the final gold-mark balance, 124,000, plus the money-value loss,
1,116,000.
The notes-receivable and cash accounts are treated like the
accounts-receivable account as far as stabilization procedure is
concerned. One tenth of the final paper-mark balance in each is
entered in the account as the correct, gold-mark balance, the re
maining nine tenths being written off as money-value loss.
Capital stock
Dec. 31st. Balance.............. 1,000,000 Jan. 1st. Balance............... 500,000
May 10th. Sold for cash. . . 200,000
Oct. 5th.
do..............
300,000
1,000,000
1,000,000

Jan. 1st. Balance................ 1,000,000

The stabilization method leaves the balance in the capital-stock
account at its nominal, actual par value. Such balance must,
nevertheless, be corrected. This is accomplished by the following
account:
Account for valuation of capital stock issued
Dec. 31st. Money-value gain 300,000

The gold-mark equivalent of the capital stock issued is thus seen
to be 700,000. The reasoning is as follows: The initial balance
was GM 500,000. The 200,000 new issue of May 10th repre
sented, by assumption, a value of only GM 100,000. And the
300,000 new issue of October 5th represented, by assumption also,
a value of only the same amount in gold marks. The total of
these is, therefore, GM 700,000.
Surplus
Dec. 31st. Balance................... 150,000 Jan. 1st. Balance.................. 100,000
Money-value gain.. 50,000 May 10th. Premium on capi
tal stock issued . 100,000
200,000
200,000

Jan. 1st. Balance.................. 150,000

The gold equivalent of the PM 100,000 increase of May 10th in
the account above was 50,000. A surplus account like this one is
to all intents and purposes a capital-surplus account, the gains
and losses from operations and most activities being carried in
undivided profits.
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Reserve for depreciation
Dec. 31st. Balance.................. 110,000 Jan. 1st. Balance...............
Dec. 31st. Increase.........

80,000
30,000

110,000

110,000
Jan.

1st. Balance.............

110,000

The depreciation provision of 30,000 above was made on a goldmark basis. Hence, no correction is required.
Bonds payable
Dec. 31st. Balance: (PM 200,000) 20,000 Jan. 1st. Balance............... 100,000
Money-value gain. . 180,000 May 5th. Sold for cash . .. 100,000

200,000

200,000
Jan. 1st. Balance:
(PM 200,000) .. 20,000

The value of money at May 5th, when an additional amount of
bonds was issued, is assumed to have been 50 per cent. of that at
January 1st. So the gold-mark equivalent of the new issue was
only GM 50,000. Further decrease in monetary value, from 50
per cent. at May 5th to 10 per cent. at December 31st, gives a
gain of 40,000. This, together with 90,000 gain on the original
balance and deduction for 50,000 overvaluation on the 100,000
new issue at May 5th, gives 180,000, the amount of correction.
There has been, of course, a gain of 90,000 gold marks on the orig
inal balance because only 10,000, on a gold-mark basis, is owed at
December 31st for 100,000 gold marks formerly received.
It was this type of gain that ruined the thrifty middle classes
and gave an impetus to industrial and commercial activity.
Inasmuch as the real values of the various amounts
owed creditors have decreased with monetary depreciation,
similar gains are realized on the other liabilities. The final paper
mark balance in mortgages payable is, for example, equalized
down to a gold-mark equivalent only one tenth as great.
Expenses
Expenses for the year............. 370,000 Expense materials sold dur
ing the year. 15,000
Dec. 31st. Net expenses... 355,000
370,000
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(d) Comments on correction of the individual accounts
Assets and liabilities representing contractual amounts] ex
pressed in the depreciating currency should have their paper-mark
balances shown, as well as the gold-mark balances. Otherwise,
the contractual amount in a given case will not be readily enough
apparent. Accounts receivable are an example. The goldmark equivalent of the final balance represents the gold value of
such balance; but the paper-mark balance shows the amount that
is actually receivable and thus the amount that will be the source
of varying gold values in the future. The paper-mark initial
balance was not shown because it was assumed to be the same in
amount as the gold-mark one; i. e., the assumption is that at
January 1st no monetary depreciation had begun.

(e) Corrected final balance-sheet and profit-and-loss account
Balance-sheet, December 31st
Land.............................................. GM 100,000 Capital stock:
Buildings.......................................
460,000 Nominal amount.... 1,000,000
Machinery.....................................
310,000
Less: Adjustment
Inventory......................................
140,000
for money
Accounts receivable.....................
124,000
value...... 300,000 GM 700,000
Notes receivable...........................
16,000 Surplus..............................................
150,000
Cash...............................................
4,000 Depreciation reserve........................
110,000
Deficit from operations:
Bonds payable............................
20,000
Undivided profits at
Mortgages payable....................
25,000
January 1st
20,000
Accounts payable............................
154,000
Less: Net loss
25,000
5,000
1,159,000

Dec. 31st. Expenses.......................
Mortgage interest........
Bond interest...............
Bad debts.....................
Depreciation.................
Gross loss on goods ...
Money-value loss on—
Machinery................
Accounts receivable
Notes receivable....
Cash..........................

Profit-and-loss account
355,000 Dec. 31st. Money-value gain on—
7,000
Capital stock..........
8,000
Surplus....................
20,000
Bonds payable ....
30,000
Mortgages payable.
360,000
Accounts payable..
Net loss...................
90,000
1,116,000
144,000
36,000
2,166,000

1,159,000

300,000
50,000
180,000
225,000
1,386,000
25,000

2,166,000

4. Meaning of the profit-and-loss account when the gold-mark
equalization method is used
(a) Significance of corrections to the individual accounts
Entries in the preceding accounts to adjust paper-mark balances
to gold-mark ones were referred to as money-value gains or losses.
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Perhaps they should be designated as adjustments inasmuch as
they are not in every case true gains or losses. As shown by the
bonds-payable account, for example, new bonds of M 100,000
were issued on May 5th, when the currency was worth only 50
per cent. of its value at January 1st. The nominal amount has to
appear in the account because it is the amount in which the debt
is stated. But reduction to a gold value as of May 5th would
have required a debit of M 50,000. Such an entry would be an
adjustment, not a gain, inasmuch as no profit from monetary
depreciation could have occurred as yet. At December 31st,
however, when the gold-mark equivalent had decreased to GM
10,000, a gain of 40,000 had occurred. The actual debit labeled
“Money-value gain,” 180,000, includes both the items just
described.
Such “gains” and “losses” are entered in the profit-and-loss
account. They could be entered in a separate account and their
net result transferred to the ordinary profit-and-loss account.
This is not worth while, however, inasmuch as they comprise only
a fraction of the gains and losses resulting from changes in money
value. There were various unrecorded changes of the sort during
the year. For example, various expenses, like wages, were doubt
less paid in gold equivalents lower than the nominal amounts
represented at the dates when others undertook to do the work
leading to such expenses. Inability to determine the effect of
general price changes on such expenses results in transfer of the
total actual amount paid in paper marks to the ordinary profitand-loss account.
(b) Calculation of net profit or loss
The net effect of both operations and changing prices must be
the difference between the net worth at the beginning of the year
and that at its close if, of course, the gold-mark equivalents of the
assets and liabilities have been properly ascertained and entered
and if there were no such surplus changes as result from declara
tion of dividends. In the preceding example there was a credit
balance of GM 20,000 in the undivided-profits account at the
beginning of the year and a debit balance of GM 5,000 in
this account at the end of the year. Hence, the net result was a
loss of GM 25,000. The effects of the individual operations and
price changes, causing this figure to be what it is, are not known in
detail when the balance-sheet accounts are equalized. But their
net final effect must be the figure shown, inasmuch as it results
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from comparison of balance-sheets. Only a more detailed and
expensive method, correction of each posting, would have per
mitted the individual, detailed effects of operations and price
changes on the amount of such final net gain or loss to be more
specifically ascertained.
Perhaps the easiest way of ascertaining the net income or loss
during a period of monetary change is comparison of balancesheets, which must, of course, both be on the same basis. Changes
in net worth as a result of dividends and the like must also be
considered. This procedure is similar to that of determining
profit or loss when single-entry bookkeeping is in effect.

5. General remarks

Assets and liabilities, like paper-mark cash and paper-mark
bonds payable, stated as a result of contract or of physical in
ventory in the depreciating money (i. e., “unvalorized”) had to
be equalized as previously illustrated. Those stated in a stable
money, as some were, like the gold mark or the U. S. A. dollar,
did not have to be equalized. Monetary depreciation begins to
become effective when an “unvalorized” asset is obtained for
merchandise sold, and it ceases to operate as soon as a stable
money or other merchandise is received in payment.
If there was no final balance in the account, no gold-money
equivalent value had to be ascertained and entered. This was
true of all purely nominal accounts; for example, the expense
account in the previous illustration.
For purposes of gold-mark equalization there may be said to
have been two classes of items on a balance-sheet, viz., those that
were carried forward periodically without, or with only little,
change (e. g., fixed assets, capital stock and reserves) and those
whose depreciating money values had to be periodically
converted at balance-sheet dates to stable money equivalents
(e. g., merchandise, accounts and notes receivable and payable,
and fixed liabilities). If the stabilized value of an item in the
former group was incorrectly determined, the results remained
false as carried forward to later dates. But a similar error in the
value of an item in the second group did not affect accuracy at a
later date because items in this group had to be re-determined
when a new stabilized balance-sheet was prepared.
With the rentenmark, which appeared in the closing weeks of
1923, and the gold mark, which was restored in the early part of
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1924, German accounting eventually returned to a more stable
valuation unit, like the mark of before-the-war days.
But the method that Germany developed of necessity to express
values in terms of a unit more stable than the current money is
still strongly applicable, not only in Germany but also in the
United States. For although the monetary unit of a strong
nation no longer fluctuates in terms of gold, it still fluctuates in
terms of value, which, as economists have long been demonstrat
ing, is measured in the last analysis by purchasing power over
goods and services.

116

